Order 2004-10-2
Served: October 6, 2004

OF
{"‘ “‘%% UNITED STATES OF AMERICA
( DEPARTMENT OF TRANSPORTATION
i’e, ‘j’ OFFICE OF THE SECRETARY
“ares o WASHINGTON, D.C.
Issued by the Department of Transportation
on the 6™ day of October, 2004

INTRA-ALASKA BUSH
Docket OST-2003-14694
SERVICE MAIL RATES

ORDER ESTABLISHING AD HOC FUEL ADJUSTMENT
AND QUARTERLY FUEL COST ADJUSTMENTS

Summary

By this order the Department grants the petition of Frontier Flying Service (Frontier) to
make an ad hoc adjustment for fuel to the final linehaul mail rates set by Orders 2004-3-34,
(Amphibious), 2004-6-3, (Part 121 Regular and Part 121 Short Runway), and 2004-6-4
(Part 135). This order also establishes a routine, quarterly-update procedure for the fuel
portion of the mail rate’s linehaul element, until further notice. It also directs the carriers to
closely review their data submissions.

Background

The Department established four final bush mail rates effective until further Department
action based on reported data for the YE 6/30/03, while we concluded the base rate
investigation. On July 26, 2004, Frontier petitioned the Department for re-instatement of
quarterly fuel adjustments to the bush mail rates.! There were no answers to Frontier’s
petition. Frontier cited the May 21 petition of Northern Air Cargo (NAC), a mainline
carrier, for a fuel adjustment for the mainline carriers, and noted that it too incurred similar
cost increases, as follows:

...barges are being loaded for the spring deliveries of fuel to rural Alaska, including
deliveries to three of the largest mail hubs in the state: Bethel, Nome and Kotzebue.
Without quarterly fuel adjustments, the [bush] carriers will be uncompensated for
these highly volatile costs of fuel.

1 As discussed in Order 2004-9-14, the Department previously made quarterly adjustments to the
bush and mainline mail rates when fuel prices were volatile.



Decision

By Order 2004-9-14, September 14, 2004, we granted NAC’s petition to begin quarterly
fuel adjustments for the mainline carriers. Given that the bush carriers are facing the same
circumstances, we will grant Frontier’s petition as well.

Comparing results for the base period, YE 6/30/03, with QE 6/30/04, the most recent period
available, we have determined that the fuel cost per block hour? for the regular Part 121 rate
increased by 34.60 percent.3 For the Short-Runway Part 121 rate, fuel cost per block hour
increased by 28.98 percent.4 5 Holding non-fuel linehaul costs constant, those increases in
fuel cost produce a 5.87 percent increase in the total linchaul expense for the Part 121
Regular rate and 4.31 percent for the Part 121 Short-Runway rate, respectively.

However, comparing the results for the Part 135 and Amphibious carriers over the two
different periods, a significant number of the carriers’ results appear anomalous. Some
report an actual drop in fuel cost per hour between the two periods, which is not consistent
with fuel price trends. Others report anomalous unit cost increases exceeding 100 percent.
Further, depending on which carriers are included, the overall results can vary significantly.
As mentioned in Frontier’s petition, bush carriers often barge in fuel only once or twice a
year and it may be that this circumstance, in conjunction with different methods of
accounting for fuel inventory, is distorting the carriers’ results.6

Nevertheless, all available evidence points to significant fuel cost increases between the two
periods. We believe it is in the public interest to grant the Part 135 and Amphibious classes
of carriers an interim rate increase related to fuel adjustments pending further review of the
fuel cost data. Of the three results mentioned: mainline, Frontier, and ERA, ERA’s
operations with its Twin Otters most resemble those of the smaller Part 135 carriers.
Almost all of its Twin Otter operations are from the regional hub of Bethel and are for bush
service. On the other hand, much of Frontier’s B-1900 service is between the two
acceptance points, Anchorage and Fairbanks. We will therefore apply the increase in
ERA’s Twin Otter fuel costs of 28.98 percent to both the Part 135 and Amphibious linehaul
rates. Applying a 28.98 percent increase in fuel costs to the Part 135 rate produces a 6.03
percent increase in the overall linehaul rate, from $11.5022 per revenue ton mile (RTM) to

2 Fuel cost per hour is determined by dividing fuel expense for the quarter by number of block hours flown in
the quarter. If an aircraft’s burn per block hour does not change over time, then the change in cost per block
hour is driven solely by change in price.

3 Frontier’s B-1900 fuel costs were $145.96 per block hour in the base period, YE 6/30/03 ($2,100,474
divided by 14,390 hours) and $196.48 per hour ($930,328 divided by 4,735 hours) for QE 6/30/04.

4 As discussed in Order 2004-6-3, Frontier’s Beech 1900 is the only carrier/aircraft used to determine the
regular Part 121 rate, and Era Aviation’s Twin Otter is the only carrier/aircraft used to determine the Short-
Runway Part 121 rate.

5 ERA’s Twin Otter fuel costs were $135.04 per block hour in the base period, YE 6/30/03 ($1,675,245
divided by 12,406 hours) and $174.18 per hour for QE 6/30/04, ($606,130 divided by 3,480 hours.)

61t may be affected by the carrier’s different methods of accounting for fuel burned, whether LIFO (Last in,
first out) or FIFO (First in, first out).
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$12.1962 per RTM.7 Similarly, applying a 28.98 percent increase in fuel costs to the
Amphibious rate in Order 2004-3-34 produces a 3.51 percent increase in the overall
linehaul rate, from $19.0081 per RTM to $19.6751 per RTM.8

As with the mainline carriers, we will reestablish the practice of making quarterly fuel
adjustments. The rates may go up or down depending on changes in fuel costs. For future
fuel-related adjustments, since the carriers’ traffic and financial data are to be reported 40
days after the end of the accounting period, we will make each quarterly adjustment
effective on the first day of the quarter following the end of the prior reporting period.
Thus, the fuel data reported for the quarter ended September 30, 2004, will determine the
fuel adjustment for the quarter beginning January 1, 2005. It is critical that carriers report
their data on a timely basis in order that all the fuel adjustment can be made on a timely
basis.?

We will not make any changes to non-fuel costs until we finalize the base rate investigation,
and we will review the need to continue quarterly fuel adjustments at a future date.

ACCORDINGLY,

1. We reestablish quarterly fuel cost adjustments to the intra-Alaska bush mail rates as
described in this order, effective on the service date of the order;

2. We will increase the linehaul mail rate for Regular Part 121 operations, by 5.87 percent
from that determined in Order 2004-6-3;

3. We will increase the linehaul mail rate for Short-Runway Part 121 operations by 4.31
percent from that determined in Order 2004-6-3;

4. We will increase the linehaul mail rate for Part 135 operations by 6.03 percent from that
determined in Order 2004-6-4;

5. We will increase the linehaul mail rate for Amphibious by 3.51 percent from that
determined in Order 2004-3-34;

6. This docket shall remain open until further order of the Department; and

7 Appendix A-1 breaks out the non-fuel linehaul cost for the base rate, Order 2004-6-3, of $9.1069 per RTM.
Applying a 28.98 percent increase in fuel costs to those in Order 2004-6-3, produces a weighted fuel cost of
$3.0893/RTM, or $12.1962/RTM total.

8 Appendix B-1 breaks out the non-fuel linehaul cost for the base rate, Order 2004-3-34, of $16.7062/RTM.
Applying a 28.98 percent increase in fuel costs to those in Order 2004-3-34, produces a weighted fuel cost of
$2.9689/RTM, or $19.6751/RTM total.

9 Depending on reported results, we may continue to apply ERA’s changes in fuel costs per block hour to
determine the fuel adjustment for the Part 135 and Amphibious rates.



7. We will serve this order upon all parties on the Service List for this Docket.

By:
KARAN K. BHATIA
Assistant Secretary for Aviation
and International Affairs
(SEAL)

An electronic version of this document is available
on the World Wide Web at http.//dms.dot.gov
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